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SUBJECT:CIEC: BURROWS GROUP MEETING OF SEPTEMBER 9; 

US COMMENTS ON PAPER SEVEN, THE PURCHASING POWER OF 
ENERGY EXPORT EARNINGS 

1 . REVISED PAPERS FOR BURROWS GROUP MEETING RECEIVED 
ON AUGUST 27. THUS WE WERE NOT ABLE TO REACT TO PAPER 
NUMBER SEVEN BY SEPTEMBER 1 AS REQUESTED IN COVERING 
LETTER. OUR COMMENTS ON THIS PAPER ARE IN THE FOLLOWING 
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PARAGRAPHS BY TOPIC HEADINGS. 
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2. THE G- 19 ARGUMENT. WE HAVE NO OBJECTIONS TO THIS 
SECTION AND NO SUGGESTED LANGUAGE CHANGES. HOWEVER 
WE FEEL THE SECTION WOULD MORE CLOSELY RESEMBLE THE 
G-19 ARGUMENT IF THE SOVEREIGNTY POINT OF THE FIRST 
SENTENCE CAME AT THE CONCLUSION OF THE FIRST PARAGRAPH, 
AND THE ARGUMENT BEGAN WITH THE INFLATION POINT OF 
THE THIRD SENTENCE. THE SECOND SENTENCE IS UNNECESSARY 
AS THE SAME POINT IS MADE IN THE SEVENTH SENTENCE 
(BEGINNING 8 LINES FROM BOTTOM OF PARA 1). 

3. ASCERTAINABLE FACTS. 

(A) WE BELIEVE THIS SECTION SHOULD BEGIN WITH 
FOLLOWING LANGUAGE WHICH WOULD BE PARA 3 OF PAPER. 

QUOTE: THE G-19 HAS PUT FORWARD NO IDEA OF HOW 
TO PROTECT THE UNIT VALUE PURCHASING POWER OF 
EXPORTS OTHER THAN BY INDEXATION. END QUOTE. 

(B) WE BELIEVE THAT THE PRIMARY FACT ABOUT INDEXATION 
IS ITS ADVERSE ECONOMIC CONSEQUENCES. THUS 

NEW PARA 4 OF PAPER SHOULD CONTAIN ARGUMENTS 
FOUNDINPRESENT PARA 5, IN SOMEWHAT EXPANDED 
FORM. WE SUGGEST FOLLOWING LANGUAGE FOR NEW 
PARA 4. 

QUOTE: ECONOMISTS IN INDUSTRIALIZED COUNTRIES 
GENERALLY AGREE THAT INDEXATION HAS ADVERSE 
ECONOMIC IMPLICATIONS, NOT ONLY FOR INDUSTRIAL 
COUNTRIES, BUT FOR THE WORLD IN GENERAL FOR 
THE FOLLOWING REASONS: 

(I) FREEZING THE PRICE OF ANY COMMODITY SUCH 
AS OIL RELATIVE TO THE PRICE OF OTHER GOODS AND 
SERVICES DISTORTS RESOURCE ALLOCATION AS IT LEADS 
TO RIGIDITIES IN PRODUCTION, CONSUMPTION AND 
INVESTMENT PATTERNS. THIS RESULTS IN EXCESS 
SUPPLIES OR SHORTAGES AND HENCE A REDUCTION IN 
WORLD ECONOMIC WELFARE. IF INDEXATION WERE TO 
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MAINTAIN OR RESULT IN OIL PRICES HIGHER THAN 
THE LEVEL THAT WOULD BE WARRANTED BY UNDERLYING 
SUPPLY AND DEMAND CONDITIONS (WHICH SEEMS MOST 
LIKELY) THIS COULD RETARD THE GROWTH OF THE 
WORLD OIL MARKET AND INDUCE THE PREMATURE 
DEVELOPMENT OF COSTLY ALTERNATIVE ENERGY SOURCES 
TO THE LONG RUN DETRIMENT OF THE ECONOMIES OF 
THE OIL PRODUCERS AS WELL AS THE WORLD ECONOMY. 
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(II) INDEXATION WOULD SERIOUSLY INCREASE THE 
VULNERABILITY OF THE WORLD ECONOMY TO INFLATIONARY 
FORCES AND HELP TO PERPETUATE INFLATION 

ARY SPIRALS. TO THE EXTENT THAT INFLATIONARY 
PRESSURES ARE GENERATED WHICH WOULD REQUIRE 
RESTRICTIVE POLICIES IN THE INDUSTRIAL COUNTRIES. 

GROWTH WOULD BE SLOWED; THIS WOULD SLOW THE 
GROWTH OF THE MAJOR MARKETS OF BOTH OIL 
EXPORTING DEVELOPING COUNTRIES AND NON-OIL 
LDCS, THUS INDIRECTLY REDUCING THEIR GROWTH. 

(III) IT WOULD ESTABLISH A PRECEDENT WHICH. IF 
APPLIED TO OTHER COMMODITIES, WOULD LEAD TO A 
FURTHER MISALLOCATION OF RESOURCES AND INCREASED 
VULNERABILITY OF THE WORLD ECONOMY TO INFLATIONARY 
FORCES; 

(IV) AS A MEANS OF TRANSFERRING RESOURCES TO THE 
DEVELOPING COUNTRIES, INDEXATION OF COMMODITY 
PRICES WOULD BE INEFFICIENT AND INEQUITABLE. 

INSOFAR AS SUCH TRANSFER IS JUSTIFIED, OTHER 
MEASURES SHOULD BE FOUND FOR THAT PURPOSE. 

THE CASE FOR INDEXATION IS ALSO QUESTIONABLE BECAUSE 
THERE IS CONSIDERABLE AMBIGUITY AND DEBATE TO THE 
ARGUMENT ABOUT WHETHER THE TERMS OF TRADE OF OIL 
PRODUCERS AND OF DEVELOPING COUNTRIES IN GENERAL, 

HAVE DETERIORATED. (SEE ANNEX). END QUOTE. 

(C) FOLLOWING LANGAUGE CHANGE SUGGESTED FOR SUB-PARA 
(B) OF PRESENT PARA 3, WHICH WOULD BE NEW PARA 5. 
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QUOTE: PROBLEMS OF USING UNIT VALUF INDICES TO 
MEASURE OPEC IMPORT PRICES OR OECD EXPORT PRICES 
(IF THESE ARE USED AS A PROXY) AND OF DETERMINING 
A BASE YEAR AND TIME SERIES LENGTH. END QUOTE. 

(D) WE HAVE NO PROBLEMS WITH REST OF PRESENT PARA 3 
(SUGGESTED NEW PARA 5). 

(E) WE SUGGEST ADDITION OF THE FOLLOWING SENTENCE AT THE 
END OF PRESENT PARA 4(WOULD BE PARA 6 INREVISION). 

QUOTE: IN ADDITION.THE FIVEFOLD INCREASEIN THE PRICE 
OF OIL OVER THEPAST THREEYEARS SUBSTANTIALLY CONTRIBUTED 
TO HIGHER IMPORT PRICES FOR OPEC IN ITS EFFECT ON THE 
PRICE OF GOODS WHICH REQUIRE OIL OR A SIGNIFICANT ENERGY 
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INPUT IN THE PRODUCTION PROCESS ORFOR TRANSPORTATION. 
END QUOTE. 

4. IMPONDERABLES. WE HAVE NO PROBLEMS WITH THIS 
SESSION. (PARAS WOULD NEED TO BE RENUMBERED.) 

5. CONCLUSION. 

(A) WE SUGGEST THAT PRESENT SUBPARAS (V) AND (VI) 

OF PARA 9 BE MOVED TO BEGINNING OF THAT PARA AND 
BE NEW SUBPARAS (I) AND (H). THIS WOULD REFLECT 

IMPORTANCE OF ECONOMIC ARGUMENTS AGAINST INDEXATION. 
THESE SHOULD BE FOLLOWED BY PRESENT SUBPARAS 
(III) AND (IV). PRESENT SUBPARAS (I) AND (II) 

SHOULD BECOME NEW SUBPARAS (V) AND (VI). 

(B) WE PREFER FOLLOWING LANGUAGE BE SUBSTITUTED 
IN PRESENT SUBPARA (I) (NEW SUBPARA (VI)). 

QUOTE: THE PURCHASING POWER OF ENERGY EXPORT 
EARNINGS IS AN APPROPRIATE TOPIC FOR DISCUSSION 
IN THE CIEC ENERGY COMMISSION. END QUOTE. 

(C) WE HAVE NO PROBLEMS WITH LANGUAGE IN REST OF 
PRESENT PARA 9 (WHICH WOULD BE PARA 10 IN 
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REVISION). KISSINGER 
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